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An Experiment in Reporting Price Level 
Adjustments
By Mary R. Golden
Most accountants are aware of the 
expressed problems with traditional 
historical cost accounting and the 
leading proposed solutions, i.e. 
general price-level accounting and 
current value accounting. It is 
difficult, however, to keep current in 
all phases of our profession and 
those who do not teach financial ac­
counting or work with large firms 
may not be aware of the current 
reporting requirements concerning 
price-level changes and their impact 
on a company’s financial position. 
With this in mind, the following is a 
review of Statement of Financial 
Accounting Standard No. 33, “Finan­
cial Reporting and Changing 
Prices,” published by the Financial 
Accounting Standards Board (FASB) 
in September 1979.(1)
Introduction
Since, in the Board’s own words, 
this Standard is experimental, the re­
quired disclosure is on a supplemen­
tal basis only. The primary financial 
statements will continue to be based 
on the traditional historical cost con­
cept. The reasons for retaining 
historical cost, according to the 
FASB, are:
1) It is fitting that the financial 
statements depend on actual 
transactions of the enter­
prises because those transac­
tions determine the change in 
owners’ equity in the long run.
2) Historical prices generally are 
the result of arms-length 
bargaining; they provide a 
basis for reliable measures of 
the results of transactions. 
Accordingly, these figures 
can be verified.
3) Users’ understanding of the 
effect of changing prices may 
be enhanced if they are able 
to compare the measurements 
in the primary financial state­
ments with measurements 
that reflect changing prices.
4) Users are accustomed to the 
present financial statements.
Also, due to the experimental 
nature and the cost that would be in­
curred in the production of the infor­
mation required, the board decided 
to require only large, public firms to 
disclose the supplemental data. 
Large is defined as those firms with 
either (1) inventories and property, 
plant and equipment (gross) 
amounting to more than $125 
million, or (2) total assets amounting 
to more than $1 billion at the begin­
ning of the year. The reasoning was 
that many large firms were already 
preparing certain data for the 
Securities and Exchange Commis­
sion and they had the accounting 
systems and personnel to provide 
the information.
The Board believes that informa­
tion on changing prices is necessary 
in order to (1) allocate resources effi­
ciently, (2) increase investor and 
creditor’s understanding of the past 
performance of an enterprise, (3) 
provide important information to 
people in government who partici­
pate in decisions on economic 
policy, and (4) promote a better un­
derstanding by the general public of 
the problems caused by inflation. 
Further, numerical information, such 
as required in this Standard, will 
have more impact than various writ­
ten explanations by management 
concerning the effect of inflation on 
the company.
The Board members deliberated 
over whether the effect of general in­
flation or specific inflation was more 
important and, therefore, should be 
disclosed to the readers of the finan­
cial statements. In typical committee 
fashion, they concluded that both 
types of information are likely (their 
words) to be useful. This conclusion 
was based on comments solicited 
during the exposure draft period. In 
general, preparers of financial state­
ments, e.g. accountants and com­
pany management, felt that general 
price-level changes only should be 
disclosed in the financial state­
ments; while users of financial state­
ments expressed a preference for in­
formation concerning specific price­
level changes.
The terminology used in Standard 
No. 33 differs somewhat from pre­
vious reports and general literature 
on the subject of price-level 
changes. Traditional reporting is 
referred to as a “historical 
cost/nominal dollar” system. Infor­
mation adjusted for changes in the 
purchasing power of the dollar is 
termed “constant dollar” account­
ing. Constant dollar accounting is 
synonymous with general price-level 
or general purchasing power ac­
counting. The Consumer Price Index 
(CPI) was chosen as an indicator of 
the change in purchasing power.
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The third “new” term used is “cur­
rent cost” accounting. Current cost 
differs from current value account­
ing, according to the Board, in that 
current cost is concerned only with 
the measurement of assets owned by 
an enterprise. Current value ac­
counting, on the other hand, implies 
not only measurement of assets, but 
also recognition of gain or loss due 
to the change in measurement of the 
asset. Under SFAS No. 33 the in­
crease or decrease in the current 
cost of assets is not to be included in 
income from continuing operations. 
By adopting the new phrase, current 
cost, the Board has retained the tra­
ditional realizaion concept and 
hopes to sidestep one traditional 
criticism of current value account­
ing, i.e. recognition of pre-realiza­
tion revenue.
Reporting Requirements
Table 1 is a summary of the dis­
closure requirements mandated by 
Standard No. 33. The following is an 
explanation of the methodology that 
must be used in arriving at the re­
quested information.
Current fiscal year reporting
The first requirement is to disclose 
the current fiscal year’s income from 
continuing operations on a historical 
cost/constant dollar basis, using the 
average dollar for the year. The only 
components of income from continu­
ing operations that must be adjusted 
for general inflation are cost of 
goods sold, depreciation, depletion, 
and amortization. All other items, in­
cluding income tax expense, are not 
adjusted. The Board stressed 
throughout the Standard that this 
reporting was on an experimental 
basis and, as such, estimates and 
approximations would be allowed. 
Since cost of goods sold and 
depreciation, depletion, and amor­
tization would be affected by infla­
tion more than other revenue or ex­
pense items, these are the only items 
requiring adjustment. The average 
dollar is used as a basis rather than 
the end of the year dollar. This is 
because a majority of revenue and 
operating expense items are already 
expressed in average year dollars. 
The adjusted cost of goods sold, 
depreciation, depletion and amor­
tization then would be on a consis­
tent basis with other income items. 
This internal consistency would pro­
vide a better approximation of in­
Table 1
Reporting Requirements Under SFAS #33
I. Current Fiscal Year
A. Income from continuing operations on a historical cost/constant dol­
lar basis, using the average dollar for the year. Must disclose changes 
in cost of goods sold, depreciation, depletion, and amortization.
B. Purchasing power gain or loss on net monetary items.
C. Income from continuing operations on a current cost basis.
D. Current cost amounts of inventory and property, plant and equipment 
at the end of the year.
E. Increases or decreases for the current fiscal year in the current cost 
amounts of inventory and property, plant and equipment, net of 
general inflation.
II. Five Most Recent Fiscal Years (stated either in average year dollars for the 
current fiscal year or 1967 dollars)
A. Net sales and other operating revenues.
B. Historical cost/constant dollar information:
1. Income from continuing operations.
2. Income per common share from continuing operation.
3. Net assets at fiscal year-end.
C. Current cost information:
1. Income from continuing operations.
2. Income per common share from continuing operations.
3. Net assets at fiscal year-end.
4. Increase or decrease in current cost amounts of inventory and 
property, plant and equipment, net of general inflation.
D. Purchasing power gain or loss on net monetary items.
E. Cash dividends declared per common share.
F. Market price per share at fiscal year-end.
G. Consumer price index (CPI) used for measurement of income from 
continuing operations.
III. Narrative explanations of the inflation adjusted information.
come from continuing operations on 
a constant dollar basis with a 
minimal adjustment of accounts. An 
exception to the use of the average 
dollar is allowed when companies 
prepare complete financial state­
ments on a constant dollar basis. 
These companies can report on an 
end-of-the-year dollar basis.
Purchasing power gains or losses 
on net monetary items must also be 
disclosed. Again, in order to ex­
pedite the gathering of this new in­
formation, the Board has provided a 
short cut approach to the calculation 
of the purchasing power gain or 
loss, as shown in Table 2. This 
method arrives at an approximation 
of the purchasing power gain or loss 
by assuming that all changes in 
monetary items occurred on an even 
basis throughout the year. This 
assumption has some validity for the 
majority of companies. Because of 
the disagreement among accoun­
tants over the classification of 
purchasing power gain or loss, this 
gain or loss is not included as a 
component of income from continu­
ing operations for purposes of this 
Standard.
The third item to be disclosed for 
the current year is income from con­
tinuing operations on a current cost 
basis. Again, cost of goods sold, 
depreciation, depletion and amor­
tization are the only components of 
income to be adjusted for specific 
price-level changes. These adjusted 
items are based on the current cost 
of the restated assets which is de­
scribed in the following paragraph. 
Depreciation is still an allocation 
figure and, in general, is based on 
the same assumptions about useful 
life and residual value used in pre­
paring historical cost financial data. 
The average current cost for the year 
is used as the basis of depreciation.
The current cost of inventory and 
property, plant and equipment used 
in calculating the adjusted expenses 
above is the fourth item of disclosure 
required in SFAS #33. While not
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Table 2
Shortcut Approach to Calculation 
of Purchasing Power Gain or Loss
Assumption: Company has net monetary liability position at both beginning and 
end of year.
Net monetary liabilities 
ities at beginning 





ities at end of 








End of Period 
CIPX
specifying the manner in which cur­
rent costs are to be derived, the 
Standard does include suggested 
methods that could be utilized. 
These are: 1) indexation, either ex­
ternally or internally generated, and 
2) direct pricing from current in­
voices, vendor price lists or current 
standard costs. The technique used 
must be disclosed.
The fifth and final item that must 
be disclosed for the current fiscal 
year is the increase or decrease in 
the current cost of inventory and 
property, plant and equipment. This 
change must be shown net of 
general inflation.
Five Year Information
All of the information required to 
be disclosed relevant to the current 
fiscal year is also required for the 
Net monetary liabilities 
at beginning of period in 
average year dollars
Increase in net monetary 
liabilities (assumed to 
be in average year 
dollars)
Ideal net monetary 
liability position at 
end of year if company 
has kept pace with 
inflation
Net monetary liabilities 
at end of period in 
average year dollars
Purchasing power gain or 
(loss) in average year 
dollars
five most recent fiscal years includ­
ing the current year. It appears that 
this is a duplication of effort until the 
requirement is examined closely. 
The required information for the cur­
rent fiscal year is based on the cur­
rent year average dollar. The five 
year data is based on the purchasing 
power of either the current year 
average dollar or the base year used 
for the Consumer Price Index, cur­
rently 1967. The Standard included 
this flexibility for experimental pur­
poses.
Both bases have potential credi­
bility problems. In the five year data 
based on the current year average 
dollar, prior year data would have to 
be restated every year. Readers may 
not understand the changed figures 
when comparing the same year 
figures in two different annual 
reports. If the five year data is based 
on 1967 dollars, no restatement 
would be necessary in subsequent 
years; but, the data relating to the 
current fiscal year would not agree 
with the data in the current year’s fi­
nancial statements. This, of course, 
could also place doubts in the minds 
of readers concerning the data’s 
reliability. The purpose of requiring 
constant dollar data for the five year 
period was to provide comparable 
data in real terms. Using either the 
current year average dollar or the 
1967 dollar achieves this purpose.
Other than the adjustment to a 
constant dollar basis, all information 
required for the five year comparison 
is calculated in a manner similar to 
the current year disclosures. Four 
additional items are required for the 
five year summary: (1) income per 
common share from continuing 
operations on both a historical 
cost/constant dollar basis and a cur­
rent cost/constant dollar basis; (2) 
dividends per common share; (3) 
market price per share; and (4) the 
Consumer Price Index used for 
measurement of income from con­
tinuing operations.
Conclusion
Since the required disclosures 
under SFAS No. 33 are experimental 
in nature, a phase-in period for 
reporting certain data was estab­
lished. In addition, a time period was 
established during which the Board 
will review the experience of firms 
with the Standard and decide 
whether to continue, expand, or 
delete the reporting requirements 
relevant to price-level changes. Ω
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